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1. Which of the following is a flow? 
a) Depreciation 
b) Wealth 
c) Capital 
d) Deposit in a bank (2016) 


2. Flow of goods and services and factors of production across different 


sectors in a barter economy is known as 

a) Monetary Flow 

b) Capital Flow 

c) Real Flow 

d) Circular Flow (2016) 


3. Ifin an economy, the value of Net Factor Income from Abroad is? 200 
crores and the value of Factor Income to Abroad is < 40 crores. Identify the 
value of Factor Income from Abroad. 

а) < 200 crores 
b) < 240 crores 
с) < 160crores 
а) $ 180 crores (2021) 


4. А саг purchased Бу а household is а 
(Choose the correct alternative) 
a) semi - durable consumer good 
b) single use capital good 
c) durable consumer good 
d) single use consumer good (2020) 


5. Unforeseen obsolescence of fixed capital assets during production is: 
(choose the correct alternative) 
a) Income loss 
b) Consumption of fixed capita 
c) Asset Loss 
d) Capital loss (2016) 


6. Which of the following is a stock? 
a) Consumption of fixed capital 
b) Savings 
c) Capital 
d) Production (2016,2015) 


7. Goods purchased for the following purpose are final goods: 
a) For investment in firm 
b) For satisfaction of wants 
c) Both For satisfaction of wantsand For investment in firm 
d) For production purpose (2017) 


8. Depreciation of fixed capital assets refers to: 
a) Foreseen obsolescence 
b) Normal wear and tear 
c) Normal wear & tear & foreseen obsolescence 
d) Unforeseen obsolescence (2019) 


9. Identify, flow variable from the following: 
(Choose the correct alternative) 
a) Bank balance of Mr. Mukesh as on 31 * March, 2022 
b) Distance between Delhi and Amritsar 
c) Annual expenditure of a school 
а) Investments of Mr. Mohit as on 31 ° December, 2021 (2023) 


10. Which of the following is not a flow? 
a) Income 
b) Capital 
c) Depreciation 
d) Investment (2015) 


VSA (1) 


11. Giving valid reasons, classify the following into stock and flow variables: 
1. Value of Inventories as on 31st March, 2021 
2. Net Investments during the year 2020 - 21 (2022) 


12. Distinguish between stock and flow with examples. (2013,2010) 


13. Defend or refute the following statement, with valid argument: 
Depreciation is a fall in the value of an asset due to unexpected obsolescence. 
(2023) 
14. Giving valid reasons, classify the following into stock and flow variables: 
1. Population of India as оп 31 * March, 2021 
2. Domestic Income of Indian Economy during the fiscal year 2020 - 21 (2022) 
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Explain Circular Flow of Income іп a two sector economy. (2024,2020) 


Giving valid reasons, classify the following into stock and flow variables: 

1. Production of wheat during the year 2020 - 21 

2. National Income of Indian Economy during the financial year 2020 - 21 
(2022) 

Distinguish between final goods and intermediate goods. Give an example 

of each. (2022,2019,2017) 


Subsidies to the producers should be treated as transfer payments. 
Defend or refute the given statement with valid reason. (2020) 


Explain with the help of an example, the basis of classifying goods into 
final goods and intermediate goods. (2017,2010) 


Classify the following as final goods or intermediate goods. 
Machine purchased by a firm. 
Soft drinks purchased by the school canteen. 
Clothes purchased by an individual. 
Coal purchased by a factory. 
Electricity consumption in a business. 
Book purchased by a student. 
Books purchased by a bookseller. 
Postage stamps purchased by a consumer. 
Postage stamps purchased by a business unit. 
. Exhaust fans used for making water coolers. 
. Seeds purchased by a farmer to produce wheat. 
12. Seeds purchased for kitchen gardening. 
. Machines purchased by a dealer of machines. 
. Car purchased by a household. 
. Sewing machine purchased Бу a housewife (2012) 
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Which among the following are capital goods and which аге consumer 
goods (or consumption goods) and why? 

i. А саг used as а taxi 

ii. Refrigerator in a hotel 

Air - conditioner in a house (2010) 


Explain the circular flow of income. (2017,15,13,12,10,09) 


Distinguish between stocks and flows. Give an example of each. 
(2022,2018,17,14,13,10) 


24. Which among the following are final goods апа which аге intermediate 
goods? Give reasons. 
i. Milk purchased by a tea stall 
ii. Bus purchased by a school 
Juice purchased by a student from the school canteen (2018) 


25. State the meaning of retained earning. (2022) 


26. Circular flow principle is based on the assumption that one’s expenditure 
will become other’s income. Explain the given statement. (2021,2020) 


27. Calculate the value of Sales from the following data: 


S.No. |Items 


Net Value Added at Factor 
Cost 


[Subsidies 

Change in Stock 

Sales 

Intermediate Consumption 


кə 
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Consumption of Fixed Capital 


"Circular Flow of Income principle is based on the assumption - one’s 
expenditure is other’s income." Justify the given statement. (2021) 


28. Distinguish between Consumption goods and Capital goods. (2022) 


29. Should purchase of wheat in the wholesale market be treated as the 
purchase of intermediate goods? (2023) 


30. Final goods include only those goods which are consumed by the 
households. Defend or refute the given statement with valid reason. (2020) 


(SA) 


31. Give reason and identify whether the following are final expenditures or 
intermediate expenditure. 
i. Expenditure on maintenance of an office building. 
ii. Expenditure on the improvement ofthe machine іп а factory. (2012) 


32. Should the following be treated as final expenditure or intermediate 
expenditure? Give reasons for your answer. 
i. Purchase of furniture by a firm. 
ii. Expenditure on maintenance by а firm. (2012) 


33. Categorise the following in stock and flow variables. Give reasons also. 
i. Losses. 
ii. Capital. 
iii. Production. 
iv. Wealth. (2011) 


34. Define intermediate goods and final goods. Can milk be an intermediate 
good? Give reason for your answer (2015) 
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1. (а) Depreciation 
Explanation: 
Depreciation because it is estimated as a period of time 


2. (с) Real Flow 

Explanation: 

Real Flow because there is only goods and services transfer in this given 
process if Factor payment or Exchange of money transfer then this is 


Money flow. 


3. < 240 crores 

Explanation: 

Net factor income from Abroad = Factor 

Income Received from abroad - Factor Income Paid to abroad 
200 = Factor Income from abroad - 40 

Factor Income from abroad = 200 + 40 

Factor Income from abroad = 240 


4. (b) durable consumer good 
Explanation: 


Durable consumer good or final goods because it is not for resale or 
investment purpose. 


5. (b)Capital loss 
Explanation: Capital loss 


6. (c) Capital 
Explanation: 
Capital (because it is measure as a point of time) 


7. (c) Both For satisfaction of wants and For investment in firm 
Explanation: 
Both For satisfaction of wants and For investment in firm 


8. (c) Normal wear & tear & foreseen obsolescence 
Explanation: 
Normal wear & tear & foreseen obsolescence 


9. (с) Annual expenditure of a school 
Explanation: 
Annual expenditure of a school 


10. (b) Capital 
Explanation: 
Capital (Because it is measure as a point of time). 


VSA 


11. a. It is a stock concept because it is measured at a particular point of 
time. 


Ь. is a flow concept because it is related to a period of time. 


12. 
(1) Time It is measured at a particular point in time. It 15 measured over a specified period of time. 


1 It has по time dimension It has a time dimension. 
It is a static concept Itis a dynamic concept. 
Water in a tank, capital, wealth Water in the river, capital formation, income. 


Between net investment and capital, capital is a stock since it is measured 


over a point of time and net investment is a flow since it is measured over 


a specified period of time. 


13. The given statement is refuted as depreciation is the continuous fall in 
the value of an asset due to normal wear and tear or expected 
obsolescence. Value of fixed assets may fall owing to normal wear and 


tear or change in technology over a period of time. 


14. a. It is considered as stock concept because it represents the total 
number of individuals living in a country at a particular point of time. 


b. It is a flow concept because it is measured over a period of time 


15. Circular flow of income in a two-sector economy without savings and 
investment: Participants of the two-sector economy are households and 
producers. The flow of money from producers to households as payments 
for the purchase of factor services has been a continuous process. So, there 


has been the flow of money from households to producers as payments for 
the purchase of consumer goods and services, This non-stop continuity of 
inter-sectoral flows is called 'circularity of flows’. 


16. i. Production of wheat during the year 2020-21 is a flow variable 
because it is representing A quantity which is measured over a period of 
time. 


ii. National income is a flow concept because it is measured over a period of 
time. 


17. Differences between intermediate goods and final goods are (any three) 


Intermediate goods Final goods 


Intermediate goods refer to those goods which are used Final goods refer to those goods which are used 
either for resale or for further production in the same year. either for consumption or for investment. 


These goods may be resold by the firm s to make profits These goods are not resold by the firms to make 
during an accounting year. profits during an accounting year 


Production | These goods remain within the boundary line of production | These goods are outside the boundary line of 
boundary | and are not ready for use by their final users. production and are ready for use by their final users. 


і They һауе а derived demand as their demand depends on ће | Тһеу һауе а direct demand as they satisfy the wants 
demand for final goods. directly. 


Е А 1. Steel used іп ће production of cars. 1. А microwave oven sold to consumers. 
xamples 
p ii. Milk purchased by a dairy shop ii. Milk purchased by households 


18. The given statement is defended, as subsidy is a transfer payment. 
Subsidy is the financial assistance provided by the government to producers 
to fulfil its social welfare objectives. Government does not get anything in 
consideration for the same. It does not contribute to the current flow of 
goods and services and hence do not contribute to any value addition. 


19. The basis of classification is the end-use of the product, not the 
product itself. A product can be an intermediate good as well as a final 
good, depending upon its nature of use. Goods which are used by the 
producers in the process of production such as raw material or goods 
purchased for resale are known as intermediate goods, e.g. shirt 
purchased by a firm for resale. These goods are still within the production 
boundary. Goods which are outside the boundary line of production and 
are ready for use by the final users are called final goods, e.g shirt 


purchased by a consumer. 


20. Final Goods: (i), (iii), (мі), (viii), (xii), (xiv), (xv) 
Intermediate Goods: (ii), (iv), (v), (vii), (ix), (x), (xi), (xiii) 


21. a. A car used as a taxi: It is a capital good because it is used for 
producing services for generating income. 


b. Refrigerator in a hotel: It is a capital good because it is used for 
providing services over a period of time to the production unit. 


с. Air-conditioner in a house: It is a consumer good because it is used for 
satisfaction of a want by a household. 


22. Circular flow of income refers to the unending flows of production 
of goods and services and income and expenditure in an economy. It 
shows the redistribution of income in a circular manner between 
production units (firms) and households It can be better understood 
with the diagram given below 


e on goods ала Sery 


notu 


Circular flow of income 


Incomes are first generated in production units by the joint efforts of 
factor owners from households. These incomes are distributed to the 
factory owners who in turn spend the income on purchasing goods and 


services produced in production units. 


23. Differences between stock and flow аге (any three) 


Stock variable refers to that variable, which is Flow variable refers to that variable, which is measured over a 
measured at a particular point of time. period oftime. 


Time Д s > а It is time-dimensional as its magnitude сап be measured over а 
5 А И is not time dimensional. . 
Dimension period of time such as per hour, per month, per year. 


ini It influences the flow. Greater the stock of capital |It influences the stock e.g. monthly increase in the supply of 
Р greater is the flow of goods and services. money leads to an increase in the quantity of money. 


1. Money in the bank account as on 31st March 
2016. 

2. Money supply. 

3. National wealth. 


1.Number of births during the month of March 2016. 
2. Transactions in money. 
3. National income 


24. a. Intermediate good; as it is used up completely in the production 
process (making tea) in the same year. 


b. Final good; as it is for final investment. 
c. Final good because it is not for resale. 


25. Retained earnings are the amount of profit a company has left over 
after paying all its direct costs, indirect costs, income taxes, and its 
dividends to shareholders. This represents the portion of the company's 
equity that can be used, for instance, to invest in new equipment, R&D 


and marketing. 


26. In a two-sector circular flow model, there are obviously only two-sector, 
namely, households and businesses. 


The households are the owners of factors of production. They provide 


factor services to the businesses and earn factor incomes in return. 


The businesses, on the other hand, use these factors to produce goods 
and services. The households purchase these goods and services and pay 
consumption spending to the businesses. In this way, one’s expenditure is 


the other’s income. 


27. Calculation of Value of sales 
GVAMP = NVAFc + Consumption of fixed capital + Net indirect tax 


= 800 + 40 + (0 - 40) 
GVAMP =800 


{ = GVAMP + intermediate consumption 

= 800 + 450 

value of output = 1,250 

value of sales = value of output - change in stock 

= 1,250 - (-70) 

= 1,320 

(ii). In a simple economy, that is, where we have only two sectors namely: 
producer and household. It refers to the cycle of a generation of income іп 
the production process and its distribution among various factors of 
production. It also includes the provision of service and payments from 


the Household sector to the Producer sector. 
Let’s understand this step by step: 


a. Factor services such as land, labour, capital, and entrepreneurship 
flow from household to producer sector, and this type of circulation 
where the money is not involved is called Real Flow. 

b. Factor payments such as rent, wages, interest, and profits flow from 
the producer sector to household for their services and this type of 
circulation where the money is involved is called money or nominal 
flow. 

c. Final goods and services, flow from the producer sector to the 
household sector and it is the real flow as money is not involved. 

d. Final consumption expenditure on goods and services flow from 
household to producer sector in exchange for goods and services, as it 
involves payment for the goods purchased by the household. This is 
money flow. 

e. We assume that there is No savings and investments. So, the total 
production of goods and services by the firms is equal to the total 
consumption expenditure on goods and services by the household. 

f. Factor payments by the firms should be equal to the factor income of the 
household. 


g. Consumption expenditure of household should be equal to the income of 
the producer sector. 


28. Consumption goods аге those goods which are directly used for the 
satisfaction of human wants. For example milk and sugar used by the 
households. While capital goods are fixed assets of the producers and are 
repeatedly used in the process of production. These аге durable use 


producer goods and are of high value. For example plant and machinery. 


29. Yes. Purchase of wheat in the wholesale market will be treated as 
intermediate goods as it is meant for resale in the same year. 


30. The given statement is refuted as final goods include those goods 
which are either consumed by the households or purchased by a producer 
for investment purposes like if a car purchased by a consumer than this is 
final goods and if a car purchased by a dealer than this is intermediate 


goods. 


(SA) 


31. i. Expenditure on maintenance of an office building — Intermediate 
expenditure. 


Reason: It occurs again and again and is not of a permanent nature. 


ii. Expenditure on the improvement of the machine in a factory — Final 
expenditure 


Reason: It is a final expenditure as expenditure on the improvement of 
machine is an investment. 


32. 1. Purchase of furniture by а firm is a Final expenditure. 


Reason: Purchase of furniture by a firm is a part of the capital formation and 
it is as an investment and is not for re-sale. 

ii. Expenditure incurred on maintenance by a firm is an Intermediate 
expenditure. 


Reason: Expenditure on maintenance is undertaken to facilitate the 
production process. 


33. 1. Losses: These аге measured over а period of time. So these аге flow 
variables. 


ii. Capital: It is a stock variable because it is measured at a given point 

of time i. e. at a specific point in time. It has no time dimension. 

iii. Production: It is a flow variable as it is measured over a period of time. 

iv. Wealth: It is a stock variable as it is measured at a particular point of time. 


34. Intermediate goods: The goods purchased by a firm for further use 

in the production of other goods or for the purpose of reselling are 

known as intermediate goods. For example, steel used in the 

production of cars (purpose of further production)or milk purchased by 

a milk seller(purpose of reselling). 

Final goods: The goods, which have crossed the boundary line of 
production and are ready for use by their final users are known as final 
goods. For example, clothes, milk consumed by a consumer. These goods 
are used either for consumption or investment. Final goods are neither 
resold not used for any further transformation. 

Milk can be a final good as well as an intermediate good. It totally depends 
upon the end use of the milk. Milk can be a final good if it is being 
consumed by a household and it can be an intermediate good for a firm 
which makes ice-creams or milk purchased by milk seller for further 


selling. 
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